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Chart	  1	  Increase	  of	  wheat1	  prices	  in	  2010	  	  
Source:	  United	  States	  Department	  of	  Agriculture,	  2010	  	  The	  prices	  of	  futures	  contracts	  of	  wheat	  and	  corn	  corroborate	  the	  increase	  of	  this	  commodity	  in	  that	  period.	  The	  following	  charts	  show	  the	  increase	  of	  these	  future	  contracts:	  
	  
	  
Chart	  2	  Increase	  of	  prices	  of	  wheat	  futures	  contracts	  
	  
	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  1	  HRW	  –	  Hard	  red	  winter	  wheat	  	  	  	  SRW	  –	  Soft	  red	  winter	  wheat	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Chart	  3	  Increase	  of	  prices	  of	  corn	  futures	  contracts	  
	  
Source:	  CME	  group,	  Agricultural	  section	  (2010)	  	  The	  rise	  of	  wheat	  prices	   increased	  the	  prices	  of	  stocks,	  commodities,	   futures,	  and	  options	  of	  wheat-­‐related	  products	  in	  the	  stock	  exchanges.	  	  	  




















1.3	  Purpose	  of	  the	  study	   	  	  In	   2010,	   sever	   droughts	   and	   fires	   destroyed	   20	   percent	   of	   Russia’s	   wheat	   crop,	   increasing	  significantly	  the	  prices	  of	  wheat	  worldwide.	  	  This	   paper	   attempts	   to	   find	   the	   financial	   consequences	   that	   higher	   wheat	   prices	   had	   on	  companies	  that	  use	  wheat	  as	  their	  main	  raw	  material	  for	  their	  operations.	  For	  this,	  I	  selected	  three	   large	   international	   companies	   (Kellogg	   Company,	   Nestlé	   and	   Ralcorp	   Holdings,	   Inc.,	  owner	   of	   Post	   Foods	   Company)	   dedicated	   to	   manufacture	   ready-­‐to-­‐eat	   cereal	   and	   wheat-­‐related	  products.	  	  This	   study	   attempts	   to	   answer	   the	   following	   research	   question:	   What	   were	   the	   financial	  consequences	  that	  higher	  wheat	  prices	  brought	  to	  cereal	  companies	  in	  2010?	  	  




more	  about	  this	  data	  and	  find	  if	  there	  is	  any	  relationship	  between	  the	  wheat	  future	  prices	  and	  the	  cereal	  companies,	  I	  apply	  to	  the	  data	  basic	  statistics	  and	  Pearson	  correlation	  analysis.	  	  Then,	  I	  study	  the	  behavior	  of	  each	  cereal	  company’s	  stock	  price	  and	  then	  compare	  them	  with	  the	  behavior	  of	  the	  wheat	  future	  prices.	  	  	  
1.5	  Data	  	  Wheat	  data	  such	  as	  world	  wheat	  production,	  consumption,	  and	  stocks	  and	  commodity	  prices,	  has	  been	  collected	  from	  the	  Food	  and	  Agriculture	  Organization	  of	  United	  Nations	  (FAO),	   the	  United	   States	   Department	   of	   Agriculture,	   the	   Chicago	   Mercantile	   Exchange	   (CME),	   and	   the	  World	   Bank.	   For	   the	   financial	   analysis	   of	   the	   ready-­‐to-­‐eat	   cereal	   companies,	   their	   annual	  reports	  and	  financial	  statements	  have	  been	  examined.	  Finally,	  the	  stock	  prices	  of	  the	  ready-­‐to-­‐eat	   cereal	   companies	  and	  wheat	  prices	  have	  been	   taken	   from	   the	   financial	   section	  of	  Yahoo	  and	  Forexpros’	  websites.	  	  




2.	  Increase	  of	  Wheat	  Prices	  as	  a	  Result	  of	  Droughts	  and	  Fires	  
in	  Russia	  in	  2010	  	  	  




Table	  1	  Production	  of	  Gran	  in	  Russia	  from	  1992-­‐2009	  (million	  tons)	  
	   1992	   1995	   2000	   2005	   2006	   2007	   2008	   2009	  
Wheat,	  winter	   and	  spring	   46.2	   30.1	   34.5	   47.6	   44.9	   49.4	   63.8	   61.7	  Barley,	  winter	   and	  spring	   27	   15.8	   14	   15.7	   18	   15.6	   23.2	   17.9	  Oats	   11.2	   8.6	   6	   4.5	   4.9	   5.4	   5.8	   5.4	  
Rye,	   winter	  and	  spring	   13.9	   4.1	   5.4	   3.6	   3	   3.9	   4.5	   4.3	  Corn	   for	  grain	   2.1	   1.7	   1.5	   3.1	   3.5	   3.8	   6.7	   4	  Other	  (legumes,	  millet,	  buckwheat	  and	  rice)	  
6.3	   3.1	   3.8	   3.2	   3.9	   3.4	   4.1	   3.2	  
Total	   106.7	   63.4	   65.3	   77.8	   78.2	   81.5	   108	   96.6	  
	  




Liefert,	   W.,	   O.	   Liefert,	   and	   E.	   Serova	   (2009)	   explain	   that	   the	   success	   in	   wheat	   production,	  before	  the	  draughts	  and	  fires	  of	  2010,	  is	  related	  to	  the	  good	  weather	  Russia	  experienced	  for	  almost	  a	  decade.	  In	  the	  period	  from	  2001	  to	  2008	  the	  average	  annual	  grain	  yield	  of	  Russia	  was	  1.83	  tons	  per	  hectare,	  compared	  to	  1.3	   from	  1996-­‐2000.	  This	   increase	   in	  production	  helped	  Russia	  to	  become	  a	  large	  exporter	  of	  grain.	  	  
Table	  2	  Exports	  of	  Wheat	  and	  Rye	  2006-­‐2010	  
Exports	  of	  wheat	  and	  rye	   2006	   2007	   2008	   2009	   2010	  Volume	  (millions	  tons)	   9	   14	   12	   16	   11	  Total	  value	  ($m)	   1319	   3544	   2875	   2624	   1849	  Price	  per	  ton	  ($)	   142	   251	   245	   163	   175	  	  
Source:	  Federal	  State	  Statistics	  Service	  of	  the	  Russian	  Federation	  (2011)	  	  Table	  2	  presents	  the	  great	  volatility	  that	  wheat	  and	  rye	  annual	  prices	  have	  presented	   in	  the	  last	   years.	  The	  highest	  price	  was	   reached	   in	  2007,	  provoking	  higher	   revenues	   than	   in	  2009	  when	  the	  production	  was	  bigger.	  Given	  an	  export	  ban	  in	  2010	  in	  the	  last	  third	  of	  that	  year,	  the	  exports	  were	  down	  one-­‐third.	  	  The	  production	  of	  grain	   in	  Russia	   takes	  place	  mostly	   in	   the	   south-­‐west.	  This	   table	   indicates	  that	   74	   per	   cent	   of	   the	   Russian	   agricultural	   production	   comes	   from	   the	   southwest	   of	   the	  country.	  The	  Siberian	  Federal	  District	  contributes	  with	  19	  per	  cent	  and	  small	  amount	  comes	  from	  the	  rest	  of	  the	  country.	  
	  
Table	  3	  Gross	  Production	  of	  Grain	  by	  Region	  (Million	  Tons)	  




	   2007	   2008	   2009	   %	  total	  (2009)	  Siberian	   Federal	  District	   15	   13.9	   18.3	   19%	  Urals	   Federal	  District	   5.3	   5.2	   5.3	   5%	  Other	   1.1	   1.1	   1.2	   1%	  Total	   81.5	   108.2	   97.1	   100%	  	  
Source:	  Federal	  State	  Statistics	  Service	  for	  the	  Russian	  Federation	  (2011)	  	  





Table	  4	  Components	  of	  the	  agricultural	  development	  program	  (2008-­‐2012)	  
Title	  
Description	  	   Total	  planned	  spending	  2008-­‐2012	  (billion	  rubles)	  Sustainable	  rural	  development	   General	  spending	  on	  rural	  infrastructure	  and	  access	  to	  social	  services	  in	  rural	  areas	   112.37	  ($4)	  
Creation	  of	  general	  conditions	  for	  functioning	  of	  agriculture	  
Mostly	  spent	  trying	  to	  support	  and	  improve	  soil	  fertility,	  some	  information	  provision	  and	  the	  development	  of	  agricultural	  support	  services	  
66.55	  ($2.4)	  
Priority	  agriculture	  subsector	  development	  
Supporting	  the	  growth	  of	  brood	  livestock,	  veterinary	  services,	  subsidies	  of	  feed	  development	  in	  the	  North	   72.66	  ($2.6)	  Financial	  sustainability	  of	  agriculture	   Offering	  subsidised	  loans	  to	  a	  variety	  of	  sectors,	  particularly	  meat	   292.69	  ($10.5)	  
Agriculture	  product	  market	  regulation	  
Smoothing	  out	  price	  variations,	  particularly	  in	  grain,	  by	  buying	  when	  price	  is	  low	  and	  selling	  when	  it	  is	  high.	  
7.01	  ($0.25)	  
	  
Source:	   Foreign	   Agricultural	   Service	   Gain	   Report,	   Government	   Program	   for	   Agriculture	   and	  








Table	  5	  Wheat	  prices	  worldwide	  in	  2010	  
Commodity	   year	  /unit	  
















Dec	   Oct	   Nov	   Dec	  
2008	   2009	   2010	   2009	   2009	   2010	   2010	   2010	   2010	   2010	   2010	  
b/	  Maize	   $/mt	   223.1	   165.5	   185.9	   167.8	   162.7	   157.7	   181.7	   241.5	   235.8	   238.2	   250.4	  Wheat,	  Canada	   $/mt	   454.6	   300.5	   312.4	   283.4	   279	   260.9	   326.1	   383.6	   365.6	   376.2	   408.9	  b/Wheat,	  US,	  HRW	   $/mt	   326	   224.1	   223.6	   205.4	   195.4	   177.4	   237.9	   283.6	   270.2	   274.1	   306.5	  Wheat,	  US	  SRW	   $/mt	   271.5	   186	   229.7	   195.6	   193.5	   186.9	   253.4	   284.9	   267.5	   278.5	   308.6	  
	  
Source:	  World	  Bank,	  Development	  Economics,	  2010	  	  
	  
Chart	  4	  Wheat	  prices	  worldwide	  in	  2010	  	  

































































































































Chart	  4	  shows	  that	  the	  highest	  price	  wheat	  reached	  since	  the	  wheat	  losses	  in	  2010	  is	  still	  one	  third	   lower	   than	   its	   peak	   level	   in	   20082.	   The	   highest	   price	  was	   reached	   in	   the	   last	  week	   of	  December	  2010	  at	   $300.19	  USD	  per	   ton,	  which	  means	   is	  31.7	  percent	   less	   than	   the	  highest	  price	  during	  the	  crisis	  in	  2008	  when	  wheat	  prices	  reached	  $439.72	  USD	  per	  ton.	  	  
2.4	  Russian	  Government’s	  Response	  to	  the	  Loss	  of	  Wheat	  Crops	  	  The	   Volga	   Federal	   District,	   the	   biggest	   producing	   region	   in	   Russia,	   was	   the	   most	   affected,	  losing	  more	   than	   70	   per	   cent	   of	   the	   annual	   harvest.	   As	   for	   the	   Central	   Federal	  District,	   the	  losses	  accounted	  for	  54	  per	  cent	  of	  the	  annual	  harvest.	  The	  harvests	   in	  2010	  drop	  one-­‐third	  compared	  to	  2009.	  	  Grain	  prices	  started	  to	  increase	  rapidly	  after	  the	  news	  that	  the	  harvest	  of	  that	  year	  was	  going	  to	  be	  seriously	  affected	  by	   the	  drought	  and	   fires	  went	  public.	  This	  situation	  was	  aggravated	  when	  Russian	  grain	  speculators	  retained	  grain	  as	  preventive	  action	  of	  future	  price	  increases	  and	  fear	  of	  a	  possible	  ban	  of	  grain	  from	  the	  Russian	  government.	  Welton	  (2011)	  suggests	  that	  this	  situation	  led	  to	  panic	  purchases,	  which	  increased	  the	  cost	  of	  bread,	  buckwheat	  and	  dairy	  products.	  	  In	  response	  to	  the	  drought	  and	  fires,	  Russia	  assigned	  3	  million	  tons	  of	   its	  grain	  reserve	   into	  the	  markets	  at	  the	  end	  of	  July.	  In	  addition,	  the	  Russian	  Government	  imposed	  in	  mid-­‐August	  a	  grain	  export	  ban	  until	  the	  end	  of	  that	  year.	  Given	  the	  hot	  conditions	  in	  autumn	  of	  2010	  the	  ban	  was	  prolonged	  to	  the	  next	  summer	  harvest.	  	  	  The	   ban	   cancelled	   the	   contracts	   that	   exporters	   had	   with	   clients	   out	   of	   the	   country	   and	  exempted	   them	   from	  any	   liability	   stipulated	   in	   those	  contracts.	  The	   sellers	  were	  allowed	   to	  put	  on	  sale	  the	  grain	  it	  was	  supposed	  to	  be	  purchased	  by	  the	  importers.	  This	  action	  was	  taken	  to	  ensure	  domestic	  supply	  and	  to	  protect	  prices	  of	  staple	  foods	  and	  animal	  feeds	  within	  Russia	  (Welton,	  2011).	  	   	  
	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  




3.	  Influence	  of	  Higher	  Wheat	  Prices	  on	  Ready-­‐to-­‐Eat	  Cereal	  
Companies	  in	  2010:	  Analysis	  of	  Financial	  Statements,	  
Annual	  Reports	  and	  Stock	  Prices	  	  	  
3.1	  Kellogg	  Company	  
	  
3.1.1	  Brief	  Explanation	  of	  Kellogg	  Company	  




circumstances.”	   Furthermore,	   they	   claim	   to	   make,	   “continuous	   efforts	   to	   maintain	   and	  improve	   the	   quality	   of	   such	   commodities	   for	   purposes	   of	   their	   short-­‐term	   and	   long-­‐term	  requirements”	  (Kellogg	  Company	  Annual	  Report	  Form	  10-­‐K,	  2010:	  1).	  	  Kellogg	   Company	   produces	   the	   principal	   ingredients	   for	   the	   products	   within	   the	   US.	   In	  addition,	   most	   of	   the	   commodities	   are	   purchased	   mainly	   from	   sources	   in	   the	   US	   as	   well.	  Concerning	   commodities,	   Kellogg	   purchases	   them	   on	   the	   open	   market	   and	   uses	   long-­‐term	  contracts	   depending	   on	   their	   view	   of	   possible	   price	   fluctuations,	   supply	   levels,	   and	   their	  negotiating	  power.	  Kellogg	  does	  use	   commodity	   futures	  and	  options	   to	  hedge	   some	  of	   their	  costs.	  	  c)	  Seasonality:	  	  The	   demand	   for	   their	   products	   in	   general	   has	   been	   consistent	   throughout	   the	   years,	   even	  though	  some	  of	  Kellogg’s	   convenience	   foods	  have	  a	  bias	   for	   stronger	  demand	   in	   the	   second	  half	  of	  the	  year	  due	  to	  the	  holidays.	  Furthermore,	  in	  the	  first	  quarter	  of	  the	  year,	  cookies	  for	  the	  Girl	  Scouts	  of	  the	  U.S.A.	  are	  custom-­‐baked.	  	  d)	  Regulation:	  	  Activities	  in	  the	  US	  are	  regulated	  by	  various	  government	  agencies	  such	  as	  the	  Food	  and	  Drug	  Administration,	   Federal	   Trade	   Commission	   and	   the	   Departments	   of	   Agriculture,	   Commerce	  and	   Labor.	   Many	   agencies	   and	   bodies	   of	   the	   European	   Union	   and	   various	   other	   countries,	  states	  and	  municipalities	  also	  regulate	  activities	  outside	  the	  U.S.	  	  
3.1.2	  Risks	  and	  Uncertainties	  that	  could	  affect	  Kellogg’s	  Business,	  Financial	  Condition	  
and	  Results	  of	  Operations	  	  Kellogg	  Company	  has	  categorized	  some	  risks	  and	  uncertainties	  that	  could	  considerably	  affect	  their	  business,	   financial	   condition	  and	   results	  of	   operations.	  Concerning	   the	   results,	  Kellogg	  recognizes	  that	  “it	  might	  be	  materially	  and	  adversely	  impacted	  as	  a	  result	  of	  increases	  in	  the	  








indebtedness,	  impairment	  in	  carrying	  value	  of	  goodwill	  or	  other	  acquired	  intangibles,	  economic	   downturns,	   concerns	   related	   to	   cost	   reduction	   initiatives,	   technology	  failures	   and	   concerns	  misuse	   of	   property	   rights,	   are	   also	   taken	   into	   account	   by	   this	  company	  as	  potential	  risks.	  	  
3.1.3	  Analysis	  of	  Kellogg’s	  Financial	  Statements	  	  Kellogg	  Company	  had	  a	   slight	  worse	   year	   compared	   to	   the	  previous	   year.	  The	  performance	  reported	  by	  this	  company	  in	  2010	  was	  as	  follows	  (Annual	  Report	  Form	  10-­‐K,	  2010):	  	  
	  
Chart	  5	  Kellogg’s	  net	  sales	  (2005-­‐2010)	  	  
Source:	  Kellogg’s	  Annual	  Report	  2010,	  Financial	  Highlights	  	  The	  only	  region	  that	  had	  positive	  net	  sales	  in	  that	  year	  was	  Asia	  Pacific	  advancing	  4%.	  North	  America,	  Europe	  and	  Latin	  America	  presented	  negative	  results.	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Table	  6	  Kellogg’s	  net	  sales	  by	  region	  (2010	  vs	  2009)	  




Pacific	  	   Consolidated	  2010	  net	  sales	   $8,402	   $2,230	   $923	   $842	   $12,397	  2009	  net	  sales	   $8,510	   $2,361	   $963	   $741	   $12,575	  %	  Change	  –	  2010	  vs.	  2009	   -­‐2.50%	   -­‐2.40%	   -­‐3.40%	   4.30%	   -­‐2.10%	  Subtotal	  –internal	  business	   -­‐1.90%	   -­‐2.70%	   4.80%	   2.00%	   -­‐2.10%	  Foreign	  currency	  impact	   0.60%	   -­‐2.80%	   -­‐8.90%	   11.70%	   0.80%	  Total	  change	   -­‐1.30%	   -­‐5.50%	   -­‐4.10%	   13.70%	   -­‐1.40%	  
	  
Source:	  Kellogg’s	  Annual	  Report	  2010,	  Financial	  Highlights	  	  Diluted	  Earnings	  per	  Share	  (EPS):	  	  The	  diluted	   earnings	  per	   share	   increased	   six	   percent	   on	   a	   currency	  neutral	   basis.	  Reported	  EPS	  was	  $3.30	  USD,	  which	  means	  an	  increase	  of	  four	  percent	  over	  the	  previous	  years’	  $3.16	  USD.	  	  
Table	  7	  Kellogg’s	  reconciliation	  of	  reported	  EPS	  to	  currency	  neutral	  EPS	  (2008-­‐2010)	  
Consolidated	  results	   2010	   2009	   2008	  Diluted	  net	  earnings	  per	  share	  (EPS)	   $3.30	   $3.16	   $2.99	  Translational	  impact	  (a)	   0.04	   0.22	   -­‐	  
Currency	  neutral	  EPS	   $3.34	   $3.38	   $2.99	  




year	   net	   profits	   at	   prior	   year	   exchange	   rates,	   adjusted	   for	   gains	   (losses)	   on	   translational	  hedges,	  if	  applicable.	  	  (b)	  Calculated	  as	  a	  percentage	  of	  growth	  from	  the	  prior	  year’s	  reported	  EPS	  	  	  
Source:	  Kellogg’s	  Annual	  Report	  2010,	  Financial	  Highlights	  	  The	  only	  region	  that	  presented	  positive	  operating	  profit	  was	  Europe.	  The	  rest	  of	  the	  regions	  had	  negative	  results,	  especially	  Asia	  Pacific.	  	  








Pacific	   Corporate	   Consolidated	  2010	  operating	  profit	   $1,554	   $364	   $153	   $74	   -­‐$155	   $1,990	  2009	  operating	  profit	   $1,569	   $348	   $179	   $86	   -­‐$181	   $2,001	  %	  change	  –	  2010	  vs.	  2009	  (internal	  business)	   -­‐1.70%	   8.20%	   -­‐2.40%	   -­‐29.50%	   14.20%	   -­‐0.10%	  %	  change	  –	  2010	  vs.	  2009	  (foreign	  currency	  impact)	   0.70%	   -­‐3.40%	   -­‐12.30%	   15.20%	   -­‐	   -­‐0.50%	  Total	  change	   -­‐1.00%	   4.80%	   -­‐14.70%	   14.30%	   14.20%	   -­‐0.60%	  	  





Table	  9	  Kellogg’s	  Margin	  Performance	  (2010-­‐2008)	  
	  	   2010	   2009	   2008	  Gross	  margin	  (a)	   42.70%	   42.90%	   41.90%	  SGA%	  (b)	   -­‐26.60%	   -­‐27.00%	   -­‐26.70%	  Operating	  margin	   16.10%	   15.90%	   15.20%	  	  (a)	   Gross	  profit	  as	  a	  percentage	  of	  net	  sales.	  Gross	  profit	  is	  equal	  to	  net	  sales	  less	  cost	  of	  	   goods	  sold.	  (b)	   Selling,	  general,	  and	  administrative	  expense	  as	  a	  percentage	  of	  net	  sales.	  	  
Source:	  Source:	  Kellogg’s	  Annual	  Report	  Form	  10-­‐K,	  2010:	  16	  	  The	  prices	  of	  Kellogg’s	  products	  could	  reflect	  the	  increase	  of	  wheat	  prices.	  The	  following	  table	  and	  chart	  shows	  the	  variations	  of	  the	  prices	  in	  2010.	  	  









Quarter	  North	  America	   0.90%	   -­‐0.50%	   0.50%	   0.60%	  Europe	   0.80%	   0.80%	   0.20%	   -­‐0.30%	  Latin	  America	   2.30%	   10.80%	   7.30%	   8.20%	  Asia	  Pacific	   5.90%	   -­‐0.50%	   -­‐0.90%	   -­‐2.30%	  Consolidated	   1.30%	   0.60%	   0.90%	   0.80%	  
	  





Chart	  6	  Variations	  of	  the	  prices	  of	  Kellogg’s	  products	  in	  2010	  
	  
Source:	  Kellogg	  Company	  Posts	  Solid	  First,	  Second,	  Third	  and	  Four	  Quarter	  2010	  Results	  	  According	  to	  Table	  10,	  the	  prices	  of	  Kellogg’s	  products	  did	  not	  present	  any	  significant	  change	  during	   the	  period	  when	   the	  wheat	  prices	   increased.	  Only	  Latin	  America	  segment	  presents	  a	  slight	  increase,	  however	  this	  rise	  had	  occurred	  since	  the	  second	  semester,	  which	  discards	  the	  possibility	  of	  an	  increase	  due	  to	  the	  rise	  of	  wheat	  prices.	  	  Regarding	  the	  production	  levels	  of	  Kellogg	  Company,	  it	  can	  be	  appreciated	  in	  Table	  11	  a	  slight	  drop	  in	  2010	  compared	  to	  2009:	  	  









Quarter	  North	  America	   0.9%	   -­‐5.3%	   -­‐2.8%	   -­‐2.5%	  Europe	   1.4%	   -­‐3.3%	   -­‐2.3%	   -­‐2.4%	  Latin	  America	   -­‐0.9%	   -­‐6.1%	   -­‐3.7%	   -­‐3.4%	  Asia	  Pacific	   -­‐4.8%	   3.9%	   3.0%	   4.3%	  Consolidated	   0.5%	   -­‐4.5%	   -­‐2.4%	   -­‐2.1%	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Chart	  7	  Kellogg’s	  production	  levels	  in	  2010	  
	  
Source:	  Kellogg	  Company	  Posts	  Solid	  First,	  Second,	  Third	  and	  Four	  Quarter	  2010	  Results	  	  These	   negative	   tendencies	   are	   not	   evidence	   that	   the	   company	   was	   affected	   by	   the	   higher	  wheat	   prices	   since	   the	   drop	   of	   production	   is	   consistent	   throughout	   2010	   and	   there	   are	   no	  significant	  variations	  in	  the	  third	  and	  fourth	  quarter	  when	  the	  wheat	  prices	  raised.	  	  









North	  America	   Europe	   La_n	  America	  
Asia	  Paciﬁc	  (a)	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1. Decreased	   innovation;	   not	   enough	   cereal	   innovations.	   Rather	   they	   focused	   on	  renovating	  existing	  cereal	  products.	  2. Supply	  chain	  disruptions	  in	  the	  waffle	  business,	  and	  there	  was	  also	  a	  second	  quarter	  recall	  of	  select	  packages	  of	  breakfast	  cereal.	  3. Weakness	  in	  core	  cereal	  businesses	  in	  both	  measured	  and	  non-­‐measured	  channels.	  4. Deflationary	   pressures;	   the	   competitive	   environment	   drove	   price	   deflation	   into	   the	  cereal	  category.	  	  None	  of	  the	  issues	  stated	  by	  Kellogg	  had	  any	  relation	  to	  the	  increase	  of	  wheat	  prices.	  	  	  
3.2	  Nestlé	  Group	  
	  
3.2.1	  Brief	  Explanation	  of	  Nestlé	  Group	  




b)	  Products:	  	  Nestlé	   Group	   produces	   baby	   food,	   bottled	   water,	   cereals,	   chocolates,	   frozen	   food,	   dairy	  products,	   beverages,	   nutritional	   products,	   ice	   cream,	   animal	   food,	   sports	   nutrition	   products	  and	  weight	  control	  products.	  	  c)	  Raw	  Materials:	  	  The	  principal	  raw	  materials	  in	  which	  Néstle	  Group	  uses	  to	  produce	  their	  products	  are;	  wheat,	  corn,	  sugar,	  cocoa,	  honey	  and	  milk.	  Cereal	  Partners	  Worldwide	  and	  General	  Mills	  produce	  the	  cereal	  for	  Nestlé	  Group.	  	  
3.2.2	  Risks	  and	  Uncertainties	  that	  could	  affect	  Nestlé’s	  Business,	  Financial	  Condition	  




3.1	   Foreign	   Currency	   Risk;	   this	   exposure	   occurs	   when	   performing	   transactions	   and	  translations.	   According	   to	  Nestlé’s	   needs,	   the	   transactional	   exposures	   are	   carried	   out	   along	  with	   a	   systematic	   hedging	   policy.	   Translation	   exposure	   results	   when	   consolidating	   the	  financial	  statements	  of	  another	  countries	  operation	  in	  the	  company’s	  currency	  (Swiss	  francs).	  Nestlé	  Group’s	  goal	   is	  to	  manage	  its	  foreign	  currency	  exposure	  by	  using	  “currency	  forwards,	  futures,	  swaps	  and	  options.”	  (Nestlé	  Group,	  Consolidated	  Financial	  Statements	  2010:	  99)	  	  3.2	   Interest	   Rate	   Risk;	   embraces	   the	   internet	   price	   risk	   which	   “results	   from	   borrowings	   at	  fixed	   rates	   and	   the	   interest	   cash	   flow	   risk	   that	   results	   from	   borrowings	   at	   variable	   rates.”	  (Nestlé	  Group,	  Consolidated	  Financial	  Statements	  2010:	  100)	  By	  using	  Internet	  rate	  forwards,	  futures	  and	  swaps,	  the	  company	  manages	  its	  interest	  rate	  exposure.	  	  3.3	  Commodity	  Price	  Risk	  might	  take	  place	  when	  Nestlé	  Group	  completes	  transactions	  on	  the	  world	   commodity	   market	   to	   ensure	   supplies	   for	   the	   manufacture	   of	   its	   products	   such	   as,	  “green	   coffee,	   cocoa	   beans	   and	   other	   commodities.”	   (Nestlé	   Group,	   Consolidated	   Financial	  Statements	   2010:	   100)	   The	   company’s	   goal	   is	   to	   reduce	   the	   impact	   due	   to	   fluctuations	   on	  commodity	   prices	   by	   hedging	   the	   risk	   with	   anticipated	   future	   purchases,	   which	   implies	   a	  “combination	  of	  derivatives	  (futures	  and	  options)	  and	  executory	  contracts	  (differentials	  and	  ratios).”	  	  4.	  Equity	  Price	   risk;	  has	   to	  do	  with	  price	   risk	   resulting	   from	   investment	   in	   securities.	  Nestlé	  Group	   diversifies	   its	   portfolio	   according	   to	   guidelines	   set	   by	   the	  Board	   of	  Directors	   (Nestlé	  Group,	  Consolidated	  Financial	  Statements	  2010:	  100).	  It	  covers	  settlement	  risk,	  value	  at	  risk	  and	  capital	  risk	  management.	  	  




Table	  12	  Nestlé’s	  income	  statement	  (2010-­‐2009)	  
(in	  millions	  of	  CHF)	   2010	   2009	  
Sales	   109	  722	   107	  618	  Cost	  of	  goods	   -­‐45	  849	   -­‐45	  208	  Distribution	  expenses	   -­‐8510	   -­‐8420	  Marketing	  and	  administration	  expenses	   -­‐37288	   -­‐36270	  Research	  and	  development	  cost	   -­‐1881	   -­‐2021	  
EBIT	  Earnings	  Before	  Interest,	  Taxes,	  restructuring	  and	  
impairments	   16	  194	   15	  699	  Other	  income	   24741	   509	  Other	  expenses	   -­‐2115	   -­‐1238	  
Profit	  before	  interest	  and	  taxes	   38	  820	   14	  970	  Financial	  income	   94	   179	  Financial	  expense	   -­‐847	   -­‐794	  
Profit	  before	  taxes	  and	  associates	   38067	   14	  355	  Taxes	   -­‐3693	   -­‐3362	  Share	  of	  results	  of	  associates	   1010	   800	  
Profit	  of	  the	  year	   35384	   11	  793	  Of	  which	  attributable	  to	  non-­‐controlling	  interests	   1151	   1365	  Of	  which	  attributable	  to	  shareholders	  of	  the	  parent	  (Net	  profit)	   34233	   10	  428	  
As	  percentage	  of	  sales	   	  	   	  	  EBIT	  Earnings	  before	  interest,	  taxes,	  restructuring	  and	  impairments	   0.148	   0.146	  Profit	  of	  the	  year	  attributable	  to	  shareholders	   0.312	   0.097	  	  	   	  	   	  	  Earnings	  per	  share	  (in	  CHF):	   	  	   	  	  Basic	  earnings	  per	  share	   10.16	   2.92	  Fully	  diluted	  earnings	  per	  share	   10.12	   2.91	  	  






Chart	  8	  Nestlé’s	  EBIT	  margin	  (2005-­‐2010)	  	  











2005	   2006	   2007	   2008	   2009	   2010	  
EBIT	  margin	   13	   13.5	   14	   14.3	   14.6	   14.8	  





Chart	  9	  Nestlé’s	  net	  profits	  (2005-­‐2010)	  	  
Source:	  Nestlé	  Group,	  Consolidated	  Financial	  Statements	  2010	  	  Operating	  Cash:	  	  The	   operating	   cash	   decreased	   in	   2010	   to	   CHF	   1.36	   billion,	   whereas	   in	   2009	   the	   company	  reported	  CHF	  1.79	  billion.	  	  Earnings	  per	  Share	  (EPS):	  	  The	  underlying	   earnings	  per	   share	   rose	  7.4	  percent,	   from	  CHF	  3.09	   in	  2009	   to	  CHF	  3.32	   in	  2010.	  	  Nutrition	  segment:	  	  This	   segment	   presented	   sales	   of	   CHF	   1.03	   billion	   in	   2010	   compared	   to	   CHF	   996	  million	   in	  2009.	  	  This	  means	  	  a	  growth	  of	  6.8	  percent	  in	  2010.	  	  









2005	   2006	   2007	   2008	   2009	   2010	  





Table	  13	  Nestlé’s	  nutrition	  segment	  report	  (2010-­‐2009)	  
(in	  millions	  of	  CHF)	   2010	   2009	  
Revenues	  and	  Sales	   	  	   	  	  Sales	   10	  368	   9	  965	  
EBIT	  Earnings	  Before	  Interest,	  Taxes,	  restructuring	  and	  impairments	   1	  874	   1	  734	  Impairment	  of	  assets	   -­‐143	   -­‐5	  Restructuring	  costs	   -­‐35	   -­‐30	  	  	   	  	   	  	  Assets	   15	  946	   15	  711	  Of	  which	  goodwill	  and	  intangible	  assets	   9	  630	   9	  790	  Liabilities	   2	  775	   2	  785	  	  
Source:	  Nestlé	  Group,	  Consolidated	  Financial	  Statements	  2010	  	  Food	  and	  beverages	  segment:	  	  As	  for	  the	  food	  and	  beverages	  segment,	  profits	  improved	  from	  CHF	  99.7	  billion	  in	  2009	  to	  CHF	  103.7	  billion	  in	  2010.	  	  	  
Table	  14	  Nestlé’s	  food	  and	  beverages	  segment	  report	  (2010-­‐2009)	  
(in	  millions	  of	  CHF)	   2010	   2009	  
Revenues	  and	  Sales	   	  	   	  	  Sales	   10	  372	   99	  798	  
EBIT	  Earnings	  Before	  Interest,	  Taxes,	  restructuring	  and	  impairments	   13	  783	   13	  083	  Impairment	  of	  assets	   -­‐531	   -­‐207	  Restructuring	  costs	   -­‐469	   -­‐200	  	  	   	  	   	  	  Assets	   80	  566	   78	  063	  Of	  which	  goodwill	  and	  intangible	  assets	   36	  080	   34	  397	  Liabilities	   16	  031	   15	  642	  
	  
Source:	  Nestlé	  Group,	  Consolidated	  Financial	  Statements	  2010	  





Table	  15	  Nestlé’s	  wheat-­‐related	  products	  report	  (2010-­‐2009)	  







By	  Product	   	  	   	  	   	  	  Powdered	   and	   liquid	  beverages	   15006	   13952	   8	  Water	   7280	   7224	   4.3	  Milk	   products	   and	   ice	  cream	   15531	   14883	   6.1	  
Nutrition	   7844	   7481	   6.8	  Prepared	   dishes	   and	  cooking	  aids	   13162	   12379	   3.5	  Confectionery	   8535	   8177	   7.4	  PetCare	   9664	   9613	   4	  Pharmaceutical	  products	   5748	   5838	   10.6	  Total	  Group	   82770	   79547	   6.1	  	  
Source:	  Nestlé	  Group,	  Consolidated	  Financial	  Statements	  2010	  	  




year.	  In	  addition,	  Nestlé	  does	  not	  mention	  of	  having	  had	  any	  problem	  related	  to	  the	  increase	  of	  the	  price	  of	  wheat	  in	  the	  annual	  report	  for	  2010.	  
	  
	  
3.3	  Ralcorp	  Inc.	  
	  
3.3.1	  Brief	  Explanation	  of	  Ralcorp	  Inc.	  












3.3.2	  Risks	  and	  Uncertainties	  that	  could	  affect	  Ralcorp’s	  Business,	  Financial	  Condition	  
and	  Results	  of	  Operations	  
	  Ralcorp	   Holdings	   Inc.	   has	   identified	   risks	   and	   uncertainties	   that	   might	   have	   a	   negative	  affectation	  on	  their	  business,	  financial	  situation	  and	  results	  of	  operations	  as	  follows	  (Ralcorp	  Holdings,	  Inc.,	  Annual	  Report	  Form	  10-­‐K,	  2010:	  10):	  	  
Growth	   and	   acquisitions;	   the	   company	   acknowledges	   that	   important	   growth	   has	   come	   from	  acquisitions	  and	  mergers,	  however	  it	  is	  now	  always	  possible	  to	  continue	  amassing	  companies	  at	  the	  same	  rate	  they	  have	  done	  in	  past	  	  years	  (Ralcorp	  Holdings,	  Inc.,	  Annual	  Report	  Form	  10-­‐K,	  2010:	  10).	  	  
Commodity	  prices;	  shortage	  in	  commodities	  due	  to	  fluctuations	  might	  increase	  the	  costs	  and	  impact	  negatively	  on	  profits.	  The	  company	  does	  use	  commodity	  futures	  and	  options	  as	  a	  way	  to	  reduce	  the	  price	  volatility	  of	  raw	  materials	  (Ralcorp	  Holdings,	  Inc.,	  Annual	  Report	  Form	  10-­‐K,	  2010:	  10).	  	  
Competitive	  Pressures;	   strong	  competitors	  with	   their	   substantial	  percentage	  of	  market	  share	  might	  push	  the	  company	  to	  make	  strategic	  decisions	  that	  could	  affect	  operations	  and	  profits	  (Ralcorp	  Holdings,	  Inc.,	  Annual	  Report	  Form	  10-­‐K,	  2010:	  10).	  	  
Name	  and	  Recognition;	  failure	  of	  the	  company	  managing	  the	  price	  gap	  between	  their	  private-­‐label	   products	   and	   the	   competitors’	   products	   might	   affect	   results	   (Ralcorp	   Holdings,	   Inc.,	  Annual	  Report	  Form	  10-­‐K,	  2010:	  11).	  	  
Private-­‐brand	  competitive	  activity;	  buying	  decisions	  of	  the	  customers	  are	  related	  to	  a	  periodic	  bidding	  process	  in	  which	  the	  winner	  obtains	  the	  selling	  of	  certain	  products	  (Ralcorp	  Holdings,	  Inc.,	  Annual	  Report	  Form	  10-­‐K,	  2010:	  11).	  	  
Cost	  strategies;	  failure	  to	  carry	  out	  business	  strategies	  to	  lower	  costs	  might	  impact	  negatively	  the	  results	  of	  operations	  (Ralcorp	  Holdings,	  Inc.,	  Annual	  Report	  Form	  10-­‐K,	  2010:	  11).	  	  




needed.	  If	  the	  company	  is	  unable	  to	  increase	  prices	  there	  might	  be	  an	  adversely	  affectation	  on	  the	  results	  of	  operations	  (Ralcorp	  Holdings,	  Inc.,	  Annual	  Report	  Form	  10-­‐K,	  2010:	  11).	  	  
Losing	  a	  customer;	  some	  customers	  represent	  a	  large	  segment	  of	  net	  sales.	  If	  the	  company	  fails	  to	  maintain	  its	  level	  of	  sales	  and	  product	  distribution	  to	  its	  customers	  they	  may	  have	  negative	  results	  (Ralcorp	  Holdings,	  Inc.,	  Annual	  Report	  Form	  10-­‐K,	  2010:	  11).	  	  Other	   risks	   enlisted	   by	   the	   company	   that	   might	   affect	   them	   adversely	   include:	   product	  liability,	  incapacity	  to	  predict	  changes	  in	  consumer	  trends	  and	  preferences,	  indebtedness,	  new	  laws	   or	   changes	   in	   current	   laws	   or	   regulations,	   possible	   anti-­‐dumping	   measures	   imposed	  against	   some	   foreign	   imports,	   labor	   strikes,	   bankruptcy	   of	   an	   important	   customer,	   higher	  expenses	   on	   pension	   plans,	   impairment	   in	   carrying	   value	   of	   goodwill,	  changes	   in	  weather	  
conditions	  and	  natural	  disasters.	  
	  
3.3.3.	  Analysis	  of	  Ralcorp’s	  Financial	  Statements	  	  Ralcorp	   Holdings,	   Inc.	   overall	   did	   not	   have	   a	   satisfactory	   performance	   in	   2010.	   The	  performance	  reported	  by	  the	  company	  in	  2010	  versus	  2009	  was	  as	  follows	  (Ralcorp	  Holdings,	  Inc.,	  Annual	  Report	  Form	  10-­‐K,	  2010:	  20):	  	  Net	  Sales:	  	  Net	   sales	   increased	   four	   percent	   in	   2010	   reaching	   USD	   4.04	   billion,	   compared	   to	   USD	   3.89	  billion	   in	   2009.	   Growth	   in	   2010	   was	   due	   to	   an	   acquisition	   that	   added	   USD	   244.1	   million;	  however,	   excluding	   the	   acquisition	   the	   company	   reported	   a	   decline	   of	   two	   percent	   in	   sales	  due	  to	  lower	  selling	  prices	  and	  higher	  trade	  promotion	  spending	  of	  branded	  cereal	  products.	  Furthermore,	   the	   company	   reported	   that	   the	   sales	   prices	   in	   some	   product	   categories	  




decreased	  from	  11.5%	  in	  2009	  to	  10.4%	  in	  2010.	  According	  to	  the	  company,	  operating	  profits	  were	   impacted	   by	   the	   impairment	   of	   intangible	   assets,	   merger	   and	   integration	   costs,	   a	  provision	  for	  legal	  settlement	  and	  plan	  closure	  costs.	  	  Margins:	  	  Gross	  profit	  margins	  decreased	  by	  60	  basis	  points	  from	  27.2	  percent	  in	  2009	  to	  26.6	  percent	  in	  2010.	  The	  company	  claims	   that	   these	  results	  are	  due	   to	   “negative	  sales	  mix,	  higher	   trade	  promotion	   for	   branded	   cereal	   products,	   lower	   net	   selling	   prices	   and	   a	   USD	   3.9	   million	  inventory	  adjustment	  related	  to	  the	  AIPC	  acquisition.”	  	  	  Net	  earnings:	  	  Net	  earnings	  were	  down	  USD	  81.6	  million;	  declining	  to	  USD	  208.8	  million	  compared	  to	  USD	  290.4	  million	  in	  2009.	  This	  negative	  result,	  according	  to	  the	  company,	  was	  due	  the	  absence	  of	  Vail	   related	   gains	   (included	   in	   the	   2009	   results),	   the	   impairment	   of	   goodwill	   and	   brand	  trademarks,	   merger	   and	   integration	   costs,	   a	   provision	   for	   legal	   settlement	   and	   amounts	  related	  to	  plant	  closures.	  	  Earnings	  per	  Share	  (EPS):	  	  Even	  though	  the	  company	  benefited	  from	  acquisitions,	  higher	  overall	  base-­‐business	  volumes,	  lower	   raw	   material	   costs,	   and	   fewer	   numbers	   of	   outstanding	   shares	   in	   2010,	   the	   diluted	  earnings	  per	  share	  were	  down	  to	  $3.74	  USD	  per	  share	  compared	   to	  $5.09	  USD	  per	  share	   in	  2009.	  	  
Table	  16	  Ralcorp’s	  financial	  summary	  from	  2006	  to	  2010	  
	  	   2010	   2009	   2008	   2007	   2006	  Net	  sales	  (a)	   4,048.50	   3,891.90	   2,824.40	   2,233.40	   1,850.20	  Cost	  of	  goods	  sold	   -­‐2,971.60	   -­‐2,834.10	   -­‐2,318.10	   -­‐1,819.20	   -­‐1,497.20	  




	  	   2010	   2009	   2008	   2007	   2006	  Other	  operating	  expenses	  	   -­‐37.7	   -­‐2.9	   -­‐3.1	   -­‐2.2	   -­‐1.6	  
Operating	  profit	   421.9	   448.3	   176.2	   160.5	   126.5	  Interest	  expense,	  net	   -­‐107.8	   -­‐99	   -­‐54.6	   -­‐42.3	   -­‐28.1	  Gain	  (loss)	  on	  forward	  sale	  contracts	   -­‐	   17.6	   111.8	   -­‐87.7	   -­‐9.8	  Gain	  on	  sale	  of	  securities	   -­‐	   70.6	   7.1	   -­‐	   2.6	  
Earnings	  before	  income	  taxes	  
and	  equity	  earnings	   314.1	   437.5	   240.5	   30.5	   91.2	  Income	  taxes	   -­‐105.3	   -­‐156.9	   -­‐86.7	   -­‐7.5	   -­‐29.9	  Equity	  in	  earnings	  of	  Vail	  Resorts,	  Inc.,	  net	  of	  related	  deferred	  income	  taxes	   -­‐	   9.8	   14	   8.9	   7	  
Net	  earnings	   208.8	   290.4	   167.8	   31.9	   68.3	  Earnings	  per	  share:	   	  	   	  	   	  	   	  	   	  	  Basic	  	  	  	  	  	  	   3.79	   5.16	   5.51	   1.2	   2.46	  Diluted	  	  	  	  	  	  	   3.74	   5.09	   5.38	   1.17	   2.41	  Weighted	  average	  shares	  outstanding:	  	   	  	   	  	   	  	   	  	   	  	  Basic	  	  	  	  	  	  	   54.9	   56.2	   30.3	   24.6	   27.7	  Diluted	  	  	  	  	  	  	   55.6	   57	   31.1	   27.1	   28.2	  	  




Branded	  Cereal	  Product’s	  Operating	  Profit:	  	  This	  segment	  reported	  a	  decline	  of	  USD	  30	  million	   in	  operating	  profits	   in	  2010,	  slumping	  to	  USD	  220.6	  million,	  twelve	  percent	  less	  compared	  to	  USD	  250.6	  million	  in	  2009.	  The	  company	  claims	   the	   drop	  was	   due	   to	   reduced	   volumes	   and	   lower	   net	   selling	   prices	   due	   to	   increased	  trade	   promotion	   spending.	   However,	   these	   negative	   results	   were	   partially	   offset	   by	  benevolent	  raw	  material	  costs	  and	  a	  decrease	  of	  operating	  expenses.	  	  Other	  Cereal	  Products:	  	  The	  performance	  reported	  by	  the	  company	  of	  the	  other	  cereal	  products	  in	  2010	  versus	  2009	  was	  as	  follows	  (Ralcorp	  Holdings,	  Inc.,	  Annual	  Report	  Form	  10-­‐K,	  2010:	  25):	  	  Other	  Cereal	  Products’	  Net	  Sales:	  	  Net	  sales	  slid	  three	  percent	  to	  USD	  799.7	  million	  in	  2010,	  from	  USD	  803.3	  million	  in	  2009.	  	  	  Other	  Cereal	  Products’	  Operating	  Profit:	  	  Profits	  decreased	  USD	  1.7	  million	  from	  USD	  92	  million	  in	  2009	  to	  USD	  90.3	  million	  in	  2010.	  	  
Table	  17	  Ralcorp’s	  segment	  results	  (2008	  -­‐2010)	  
	  	  	  	   2010	   %Change	   2009	   %Change	   2008	  (pounds	  in	  millions)	  	  
Sales	  Volume	  	  	   	  	   	  	   	  	   	  	   	  	  Branded	  Cereal	  Products	  	   492.8	   -­‐2%	   503	   480%	   86.7	  Other	  Cereal	  Products	  	   527.3	   -­‐3%	   544.5	   4%	   525.1	  Snacks,	  Sauces	  &	  Spreads	   1,315.20	   8%	   1,217.40	   -­‐1%	   1,232.00	  Frozen	  Bakery	  Products	  	   652.4	   3%	   636.1	   -­‐8%	   689.1	  Pasta	  	  	  	   160.1	   n/a	   -­‐	   n/a	   -­‐	  
Total	  Sales	  Volume	  	   3,147.80	   9%	   2,901.00	   15%	   2,532.90	  (dollars	  in	  millions)	  	  




	  	  	  	   2010	   %Change	   2009	   %Change	   2008	  Snacks,	  Sauces	  &	  Spreads	   1,461.60	   10%	   1,323.20	   13%	   1,176.10	  Frozen	  Bakery	  Products	  	   698.3	   1%	   694.8	   -­‐2%	   711.8	  Pasta	  	  	  	   101.4	   n/a	   -­‐	   n/a	   -­‐	  
Total	  Net	  Sales	  	   4,048.50	   4%	   3,891.90	   38%	   $2,824.40	  
Segment	  Profit	  	  	   	  	   	  	   	  	   	  	   	  	  Branded	  Cereal	  Products	  	   220.6	   -­‐12%	   250.6	   479%	   43.3	  Other	  Cereal	  Products	  	   90.3	   -­‐2%	   92	   23%	   74.8	  Snacks,	  Sauces	  &	  Spreads	   152.6	   30%	   117.6	   87%	   62.8	  Frozen	  Bakery	  Products	  	   80.8	   17%	   69.1	   8%	   63.7	  Pasta	  	  	  	   21.6	   n/a	   -­‐	   n/a	   -­‐	  
Total	  Segment	  Profit	  	   565.9	   7%	   529.3	   116%	   244.6	  
Segment	  Profit	  Margin	  	   	  	   	  	   	  	   	  	   	  	  Branded	  Cereal	  Products	  	   22%	   	  	   23%	   	  	   24%	  Other	  Cereal	  Products	  	   11%	   	  	   11%	   	  	   10%	  Snacks,	  Sauces	  &	  Spreads	   10%	   	  	   9%	   	  	   5%	  Frozen	  Bakery	  Products	  	   12%	   	  	   10%	   	  	   9%	  Pasta	  	  	  	   21%	   	  	   n/a	   	  	   n/a	  
Total	  Segment	  Profit	  Margin	   14%	   	  	   14%	   	  	   9%	  
	  
Source:	  Source:	  Ralcorp	  Holdings,	  Inc.	  Form	  10-­‐K,	  2010	  
	  




wheat,	   durum	   wheat,	   corn	   products,	   cashews	   and	   packaging	   materials	   have	   risen	  considerably	  compared	  to	  prices	  in	  2010,	  however	  there	  is	  no	  evidence	  that	  this	  impacted	  the	  company.	  	  	  
3.4	  Analysis	  of	  the	  Ready-­‐to-­‐Eat	  Cereal	  Companies’	  Stock	  Prices	  	  None	   of	   the	   ready-­‐to-­‐eat	   cereal	   companies	   provided	   significant	   evidence	   in	   their	   financial	  statements	  such	  as	  significant	  negative	  variations	  in	  the	  cost	  of	  raw	  materials	  or	  gross	  profits,	  nor	  any	  claims	  from	  the	  companies	  in	  their	  annual	  reports	  about	  any	  kind	  of	  impact	  from	  the	  increase	  of	  wheat	  prices.	  	  	  The	   stock	   price	   of	   a	   company	   can	   reflect	   the	   company’s	   situation	   in	   a	   very	   extensive	  way,	  taking	  into	  account	  wide-­‐ranging	  data	  such	  as	  day-­‐to-­‐day	  financial	  news,	  industry	  aspects	  and	  macroeconomic	  news.	  	  
3.4.1	  Basic	  Statistics	  Analysis	   	  	  The	  prices3	  are	  taken	  from	  a	  period	  that	  covers	  the	  most	  significant	  wheat	  prices	  variations,	  which	  is	  from	  December	  2009	  to	  February	  2011.	  	  The	  variables	  that	  were	  taken	  into	  account	  for	  the	  following	  studies	  are	  as	  follows:	  	  
• Wheat	  Future	  Prices	  
• Stock	  prices	  of	  cereal	  companies:	  
o Kellogg	  
o Nestlé	  
o Ralcorp	  	  The	   results	   were	   pulled	   out	   using	   Statgraphics,	   which	   is	   a	   statistical-­‐analysis	   software.	   I	  decided	  to	  use	  this	  software	  since	  it	  is	  ideally	  suited	  for	  users	  of	  statistical	  methods	  who	  may	  not	   be	   professional	   statisticians.	   Important	   applications	   of	   the	   software	   include	   quality	  control	  in	  manufacturing,	  design	  of	  experiments,	  data	  analysis	  in	  research	  and	  development,	  




monitoring	   of	   social	   and	   environmental	   trends,	   financial	   and	   economic	   forecasting.	   The	  version	  used	  to	  perform	  the	  analysis	  was	  Statgraphics	  Centurion	  XV	  Multilingual	  Edition.	  	  Basic	  statistics	  are	  applied	  to	  the	  variables	  in	  Table	  18	  such	  as	  measures	  of	  central	  tendency	  and	  measures	  of	  shape.	  	  	  	  
Table	  18	  Basic	  Statistics	  Analysis	  	   Wheat	  Future	  
Prices	  
Ralcorp	   Nestlé	   Kellogg	  
Average	   613.564	   61.8409	   51.2791	   51.9301	  
Standard	  Deviation	   130.953	   3.5302	   3.6225	   1.76737	  
Coefficient	  of	  Variation	   21.343%	   5.70852%	   7.06428%	   3.40336%	  
Minimum	   427.38	   54.35	   43.94	   47.98	  Maximum	   888.25	   69.29	   59.36	   55.58	  Range	   460.87	   14.94	   15.42	   7.6	  	  	  The	  principle	  finding	  of	  this	  analysis	  is	  that	  wheat	  future	  prices	  have	  a	  deviation	  standard	  of	  130.953,	  which	  corroborates	  the	  great	  volatility	  of	  these	  prices	  during	  that	  period.	  
	  




The	  Pearson	  correlation	  coefficient	  can	  be	  defined	  as	  an	  index	  that	  can	  be	  used	  to	  measure	  the	  degree	  of	  relationship	  between	  two	  variables	  as	  long	  as	  both	  are	  quantitative.	  The	  coefficient	  can	  be	  calculated	  on	  a	  statistic	  sample,	  denoted	  as:	  	  




is	  unlikely	  to	  occur	  by	  randomness,	  and	  P-­‐values	  below	  0.05	   indicate	  statistically	  significant	  non-­‐zero	  correlations	  at	  the	  95	  percent	  confidence	  level.	  	  
Table	  19	  Pearson	  Correlation	  Analysis	  	   Kellogg	   Nestlé	   Ralcorp	   Wheat	  Future	  Prices	  
Kellogg	   	   -­‐0.6760	   0.2930	   -­‐0.6764	  
	   	   (294)	   (294)	   (294)	  
	   	   0.0000	   0.0000	   0.0000	  
Nestlé	   -­‐0.6760	   	   0.1137	   0.8151	  
	   (294)	   	   (294)	   (294)	  
	   0.0000	   	   0.0515	   0.0000	  
Ralcorp	   0.2930	   0.1137	   	   -­‐0.1571	  
	   (294)	   (294)	   	   (294)	  
	   0.0000	   0.0515	   	   0.0069	  
Wheat	  Future	  Prices	   -­‐0.6764	   0.8151	   -­‐0.1571	   	  
	   (294)	   (294)	   (294)	   	  
	   0.0000	   0.0000	   0.0069	   	  	  	  According	  to	  the	  results	  on	  Table	  19,	  the	  following	  pair	  of	  variables	  have	  P-­‐values	  below	  0.05,	  which	  means	  that	  each	  pair	  of	  variables	  depend	  on	  each	  other:	  	  
ü Kellogg	  and	  Nestlé	  
ü Kellogg	  and	  Ralcorp	  
ü Kellogg	  and	  Wheat	  Future	  Prices	  
ü Nestlé	  and	  Wheat	  Future	  Prices	  
ü Ralcorp	  and	  Wheat	  Future	  Prices	  	  




companies’	  situation	  in	  a	  very	  extensive	  way	  including	  daily	  information	  about	  the	  company,	  industry,	  macroeconomic	  news	  and	  many	  more	  variables.	  	  For	   instance,	   if	   a	   company	   reports	   undesired	   profits,	   its	   stock	   price	   will	   present	   negative	  effects	  immediately,	  this	  means	  that	  if	  there	  was	  an	  impact	  as	  a	  result	  of	  the	  increase	  of	  wheat	  prices	  in	  the	  cereal	  companies,	  it	  could	  be	  represented	  in	  their	  stock	  prices.	  	  For	   the	   following	   study,	   the	   closing	   stock	   prices	   of	   the	   cereal	   companies	   and	  wheat	   future	  prices	  were	  analyzed	  in	  the	  period	  from	  December	  2009	  to	  February	  2011.	  	  	  	  
	  











































































Chart	  11	  Prices	  of	  Wheat	  Futures	  in	  2010	  	  On	  the	  other	  hand,	  the	  wheat	  future	  prices,	  presented	  a	  brusque	  increase	  during	  the	  volatile	  period	  from	  July	  to	  December	  of	  2010.	  	  The	  following	  chart	  shows	  the	  significant	  increase	  the	  wheat	  future	  prices	  went	  through	  in	  the	  period	   of	   July-­‐December	   2010,	   while	   the	   stock	   prices	   of	   the	   cereal	   companies	   remained	  without	  important	  changes	  during	  that	  time.	  
	  
Chart	   12	   Comparison	   between	   the	   Wheat	   Future	   Prices	   and	   the	   Stock	   Prices	   of	   the	  


























































































4.	  Assumptions	  about	  why	  the	  Cereal	  Companies	  did	  not	  
present	  Financial	  Consequences	  due	  to	  the	  Increase	  of	  
Wheat	  Prices	  	  	  
4.1	  Sufficient	  Reserves	  of	  Wheat	  	  Nervousness	   came	   up	   to	   the	   markets	   when	   the	   droughts	   and	   fires	   took	   place	   in	   Russia,	  specially	  having	  fresh	  in	  mind	  the	  food	  crisis	  in	  2008	  as	  a	  result	  of	  a	  declining	  of	  grain	  stocks	  worldwide	  and	  high	  oil	  prices	  (Shah,	  2008).	  The	  drop	  in	  production	  of	  wheat,	  the	  temporary	  restriction	   to	   export	   in	  Russia,	   and	   the	   rise	  of	  wheat	  prices	  were	   concerns	   to	   think	  about	   a	  possible	  food	  crisis	  once	  again.	  	  	  However,	  the	  increase	  of	  wheat	  prices	  in	  2010	  could	  have	  seemed	  unreasonable	  for	  the	  cereal	  companies	  for	  several	  reasons,	  preventing	  them	  from	  buying	  high	  prices	  of	  futures	  of	  wheat	  and	  affecting	  their	  finances.	  Firstly,	  even	  though	  Russia	  is	  one	  of	  largest	  suppliers	  of	  wheat	  in	  the	  world,	   it	  only	  accounts	  for	  8	  percent	  of	  the	  world	  wheat	  production	  and	  there	  are	  many	  other	   wheat	   suppliers.	   Secondly,	   the	   world	   wheat	   production	   in	   2010	   was	   only	   6	   percent	  lower	   than	   2009	   production.	   (Food	   and	   Agriculture	   Organization	   of	   United	   Nations	   FAO,	  2010).	  The	  following	  Table	  shows	  the	  world	  wheat	  production	  from	  2006	  to	  March	  2011:	  	  
Table	  20	  World	  wheat	  production,	  thousand	  metric	  tons	  (2006-­‐2011)	  
Production	   2006/07	   2007/08	   2008/09	   2009/10	   2010/11Feb	   2011/12Feb	  Argentina	   16,300	   18,600	   11,000	   11,000	   14,000	   14,500	  Australia	   10,822	   13,569	   21,420	   21,923	   25,000	   29,500	  Canada	   25,265	   20,054	   28,611	   26,848	   23,167	   25,260	  China	   108,466	   109,298	   112,464	   115,120	   114,500	   117,920	  Egypt	   8,274	   8,275	   7,977	   8,523	   8,500	   8,700	  EU-­‐27	   124,870	   120,133	   151,122	   138,051	   136,528	   137,486	  India	   69,350	   75,810	   78,570	   80,680	   80,710	   86,870	  Iran	   14,500	   15,000	   10,000	   12,000	   14,400	   13,750	  Kazakhstan	   13,460	   16,467	   12,538	   17,052	   9,700	   22,732	  Pakistan	   21,277	   23,295	   20,959	   24,033	   23,900	   24,000	  




Production	   2006/07	   2007/08	   2008/09	   2009/10	   2010/11Feb	   2011/12Feb	  Ukraine	   14,000	   13,900	   25,900	   20,900	   16,850	   22,000	  Uzbekistan	   5,850	   6,200	   6,000	   6,200	   6,500	   6,300	  Others	   49,830	   46,055	   43,198	   54,722	   47,150	   49,562	  Subtotal	   546,898	   555,381	   616,139	   622,228	   585,305	   639,611	  United	  States	   49,217	   55,821	   68,016	   60,366	   60,103	   54,413	  
World	  Total	   596,115	   611,202	   684,155	   682,594	   645,408	   692,875	  	  
Source:	  United	  States	  Department	  of	  Agriculture,	  2011	  	  	  
	  
Chart	  13	  Production	  of	  wheat	  in	  the	  world	  from	  2006	  to	  2011	  
	  
Source:	  United	  States	  Department	  of	  Agriculture,	  2011	  (World	  Wheat	  Production,	  Consumption,	  
and	  Stocks)	  	  Most	   likely	   the	   cereal	   companies	   studied	   the	   reserves	   of	   wheat,	   this	   way	   they	   knew	   there	  were	  sufficient	  supplies	  to	  satisfy	  the	  loss	  of	  wheat	  in	  Russia.	  The	  following	  table	  presents	  the	  reserves	  of	  wheat	  worldwide	  from	  2007	  to	  2012:	  	  
Table	  21	  Reserves	  of	  wheat	  worldwide,	  thousand	  metric	  tons	  (2007-­‐2012)	  
	  	   2007/08	   2008/09	   2009/10	   2010/11	   2011/12Feb	   2011/12Mar	  
Reserves	  China	   39,081	   45,803	   54,425	   59,091	   65,011	   61,511	  Russia	   4,068	   10,743	   14,521	   13,535	   10,866	   10,866	  United	  States	   8,323	   17,867	   26,552	   23,466	   22,997	   22,453	  
2006/07	   2007/08	   2008/09	   2009/10	   2010/11Feb	  
2010/11
Mar	  





















World	  Total	   126,903	   167,050	   202,330	   199,485	   213,099	   209,584	  	  
Source:	  United	  States	  Department	  of	  Agriculture,	  2012	  	  In	  2010,	  the	  world	  total	  wheat	  production	  was	  651,513	  millions	  tons,	  whereas	  the	  world	  total	  wheat	   consumption	  was	   654,358	  millions	   tons;	   however	   the	  world	   total	  wheat	   reserves	   of	  that	  year	  accounted	  for	  199,485	  millions	  tons,	  which	  easily	  satisfied	  the	  shortage	  problems	  of	  2010.	  These	   figures	   could	  have	   suggested	   to	   the	   cereal	   companies	   that	   the	   loss	  of	  wheat	   in	  Russia	  would	  not	  be	  significant	  in	  global	  terms.	  	   	  
Table	  22	  Consumption	  of	  wheat	  worldwide,	  thousand	  metric	  tons	  (2007-­‐2012)	  
	  	   2007/08	   2008/09	   2009/10	   2010/11	   2011/12Feb	   2011/12Mar	  
Total	  Consumption	  China	   106,000	   105,500	   107,000	   110,500	   113,500	   116,000	  Russia	   37,650	   38,900	   39,600	   38,600	   38,600	   38,600	  United	  States	   28,614	   34,293	   30,978	   30,710	   31,613	   31,477	  World	  Total	   617,676	   642,668	   650,307	   654,358	   680,478	   683,925	  	  








response.	   As	   for	   the	   wealth	   effect	   of	   the	   stock	   market,	   the	   authors	   suggest	   that	   it	   is	   a	  significant	  determinant	  of	  wheat	  consumption	  and	  its	  price	  as	  well.	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  Concluding	  Remarks	  	  













• Kellogg	  and	  Nestlé	  
• Kellogg	  and	  Ralcorp	  
• Kellogg	  and	  Wheat	  Future	  Prices	  
• Nestlé	  and	  Wheat	  Future	  Prices	  
• Ralcorp	  and	  Wheat	  Future	  Prices	  	  This	   analysis	   demonstrates	   the	   strong	   relationship	   between	   cereal	   companies	   and	   wheat	  prices.	  	  In	  view	  of	  the	  strong	  dependence	  of	  the	  cereal	  companies	  on	  their	  main	  raw	  material,	  wheat,	  and	   that	   there	   are	   no	   indications	   that	   the	   increase	   of	  wheat	   prices	   had	   significant	   financial	  consequences	   on	   the	   cereal	   companies,	   I	   provide	   two	   hypothesis	   about	   why	   the	   cereal	  companies	  chosen	  for	  this	  study	  did	  not	  present	  repercussions	  from	  higher	  wheat	  prices.	  	  
Cereal	  Companies’	  knowledge	  of	  the	  wheat	  situation;	  Russia	  accounts	  for	  8	  percent	  of	  the	  world	  wheat	  production	  and	  there	  are	  many	  other	  grain	  exporters.	  The	  levels	  of	  wheat	  production	  at	  the	  time	  of	   the	   incident	  were	  slightly	  down	  compared	  to	   the	  previous	  years	  (only	  6	  percent	  lower	  than	  2009),	  not	  to	  mention	  that	  the	  levels	  of	  production	  were	  much	  better	  in	  2010	  than	  in	  2008	  when	  the	  food	  crisis	  took	  place.	  Besides,	  the	  reserves	  of	  wheat	  were	  in	  good	  shape	  to	  easily	  satisfy	  the	  shortage	  of	  wheat	  from	  that	  year.	  	  
Agricultural	  Commodity	  Price	  hedging;	  the	  three	  companies	  acknowledge	  that	  increases	  in	  the	  price	  of	  wheat	  can	  be	  critical	  for	  their	  operations.	  The	  cost	  of	  the	  commodities	  can	  be	  affected	  by	  weather	   conditions,	   government	   policies	   and	   regulations	   or	   unforeseen	   reasons.	   For	   all	  this,	   the	   cereal	   companies	   use	   agricultural	   commodities	   price	   hedging	   strategies	   to	   ensure	  wheat	  supplies	  and	  to	  avoid	  higher	  wheat	  prices.	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Ralcorp	   Nestlé	   Kellogg	  2/7/11	   858.88	   59.4	   54	   53.25	  2/8/11	   873.88	   59.67	   53.43	   53.29	  2/9/11	   888.25	   64.49	   52.87	   53.1	  2/10/11	   861.38	   63.85	   53.15	   52.81	  2/11/11	   867.63	   64.16	   53.44	   53.09	  2/14/11	   872.38	   63.87	   53.4	   53.48	  2/15/11	   840.25	   64.35	   54.31	   53	  2/16/11	   837.38	   64.41	   54.72	   52.93	  	  
